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Currency Main focus of the week (S-T view) 

EUR Rising inflation to force ECB to stick to exit plans, even as recession risks rise.  

USD Data-watch for signs of the coming slowdown. USD to benefit from sinking risk appetite 

JPY Data to highlight Japan to outperform in H2 amid lack of tighter policy. USD/JPY near a peak 

GBP GBP to remain soft even as BoE appears set to step up the pace of tightening   

 

Overnight comment  

Asian equites were broadly higher carrying on from where the US left off on 
Friday, led by the tech sector amid hopes that policy rates might not climb as 
high as previously feared. Ahead of quarter end there is some scope for 
rebalancing flows into equities from bonds. UST yields edged a little higher 
during Asian trade but provided limited support for the greenback, which was a 
little lower against most other G10 currencies. AUD and NZD were the 
exceptions. USD/JPY was trading around 135.10, as European markets 
opened, while EUR/USD sits at 1.0560. GBP/USD is around 1.2275. The big 
mover on Monday was TRY which continued to rally after jumping sharply on 
Friday. USD/TRY is down over 5% since Thursday amid government efforts 
support the currency. The banking regulator has banned loans to companies 
deemed to have large fx holdings.  
 
There is a pointless search for peak inflation on the grounds that all will be rosy 
once such a peak occurs. Alas, inflation is proving more persistent and with it 
being so far above target in so many countries, there should be much more 
focus on how fast it returns to target, as this is the key driver of policy. Fed Chair 
Powell has said he wants to see “clear and convincing” evidence of easing price 
pressures, which many see as being a series of 0.2%MoM prints. Until they see 
this evidence it is pedal to the metal. On Friday San Francisco Fed president 
Daly said she was looking at a 75bp hike in July at present. Given that she is 
one of the Fed’s most reliable doves, there is a high probability of a second 
consecutive 75bp hike.  
             

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

US – Durable goods orders (%MoM, May) 0.2/0.5 

US – Core Durable goods shipments (%MoM, May) 0.2/0.8 

   Source: Bloomberg 

 

Europe. It is a quiet start to the week in terms of data with a conspicuous lack of 
top tier figures. The focus remains on policy, with the ECB’s Sintra Forum 
getting underway in the evening. The conference kicks off with a speech on 
financial stability moderated by Isabel Schnabel. The G7 meeting, which started 
in Germany on Sunday and runs through Tuesday, remains a focus for financial 
markets as it potentially impacts developments in Ukraine.                         
 
US. Durable goods look to be slowing. Orders in most of the regional Fed 
surveys hint at slower activity. With recent surveys suggesting a majority of 
CFOs see recession in 2023, it is likely that case that they will be more reluctant 
to sanction high levels of investment.                   

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
A stagflationary Q2. Inflation to peak in Q3 but it is far too early for G10 central banks to ease off the gas 
The story of Q2 has been a higher and later peak for inflation against a backdrop of strong labour markets that 
hint at inflation becoming more deeply entrenched in the economic fabric. The central bank reaction has been 
aggressive. Most G10 central banks are now moving in 50bp clips, with the Fed delivering a 75bp hike in June 
and potentially lining up for another 75bp in July. Norges bank joined the 50bp club last week. This leaves the 
BoJ, the ECB, the Riksbank and the BoE as those yet to hike by 50bp, with the latter 3 expected to join in coming 
months – this week for the Riksbank, early August for the BoE and September for the ECB (after a 25bp hike in 
July). The BoJ is likely to leave policy unchanged this year.   
 
Even as inflation has continued to push higher during Q2 and is now at multi-decade highs in most G10 
countries, market-based expectations of long-run inflation have not changed much. They are in fact ~5bp lower in 
the US and the Eurozone, ~20bp lower in the UK and ~25bp higher in Japan (weak currency) in the quarter to 
date after jumping in prior quarters. This is driven by rising recession risks. As we have previously noted, most 
central banks have hiked by less than inflation has risen in the year to date and are in some sense further behind 
the curve. This necessitates moving faster and rapid policy tightening increases the chances of a policy mistake. 
Monetary policy works with a lag. When tightening is happening rapidly central banks get less feedback on the 
impact of their policies. Another complication is the much higher than usual volatility on the supply side of the 
global economy, especially in labour markets in the wake of the Covid crisis.  
 
The drop in inflation expectations has been related to the slide in the growth outlook as investors expect that 
central banks will have to do more to tame inflation, possibly even pushing economies into recession. This has 
seen bond and currency volatility rise sharply during Q2 and we expect that it will remain elevated in Q3 as the 
debate rages on whether a recession is necessary or not. The BIS annual report calls on central banks to do 
more to combat inflation against a backdrop of elevated risks that inflation becomes entrenched. It called for 
central banks to err on the side of caution even to the extent of inflicting short-term pain on the economy. It warns 
that many economies are at risk of sliding into a high inflation world unless central banks act aggressively.      
 
 

Unprecedented tightening across the G10…          … as inflation surges 

  

Source: Bloomberg, BoJ 

 

 

Source : Current - Bloomberg: Forecasts - Mizuho 

-1

0

1

2

3

4

5

6

7

8

9

Dec-06 Dec-08 Dec-10 Dec-12 Dec-14 Dec-16 Dec-18 Dec-20 Dec-22

G10 policy rates (%)

Fed funds ECB UK

Canada Japan Sweden

Switzerland Australia Norway

New Zealand

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

Mar-07 Mar-10 Mar-13 Mar-16 Mar-19 Mar-22

Headline inflation %YoY

US Eurozone UK Japan (excluding consumption tax)

FX forecasts (as of 1 Jun) Current Q2 22 Q3 22 Q4 22 Q1 23

USD/JPY 129 129 125 123 120

EUR/USD 1.07 1.07 1.07 1.09 1.10

GBP/USD 1.26 1.27 1.29 1.34 1.39

EUR/GBP 0.85 0.84 0.83 0.81 0.79

EUR/JPY 138 138 134 134 132

GBP/JPY 163 164 161 165 167
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